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)

Applications of WorldCom, Inc. and MCI )
Communications Corporation for Transfer )
of Control of MCI Communications )
Corporation to WorldCom, Inc. )
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BELLSOUTH CORPORATION'S COMMENTS ON MCI'S PROPOSED
PARTIAL INTERNET DIVESTITURE

To: The Commission

BellSouth Corporation (BellSouth) submits these comments in response to the

Commission's June 4, 1998 request for comment on an MCI Ex Parte broadly describing

certain aspects of its proposal to divest some of its Internet assets. The divestiture is

aimed at meeting Internet competition concerns due to the proposed combination

WorldCom's and MCl's Internet business. However, MCl's proposal appears to be

totally inadequate to remedy the threat to Internet competition. BellSouth and others

have raised several other public interest concerns about this proposed acquisition,

including its likely anticompetitive effects in long distance markets. The current

proposed Internet divestiture and these Comments do not address any of these other

concerns.

As many commenters have pointed out, MCI and WorldCom are the two largest

providers of Internet backbone services, and combining them would create a firm

dominant over the Internet. It appears that MCl's partial divestiture has already been
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found lacking -- for good reason -- by the competition authorities in the European Union.

BellSouth sets out its initial observations below.

1. MCI's Ex Parte presentation materials do not provide enough infonnation to

allow meaningful analysis of the deal. This Ex Parte continues the WorldComIMCI

"stealth application" approach to these proceedings. Many key details of the partial

divestiture are unavailable. While details of a transaction may be substantially irrelevant

where a complete divestiture is contemplated, they are essential here where MCI

WorldCom choose to follow this path of very selective, piecemeal divestiture. MCI

WorldCom must supply the competitively significant details of any proposed partial

divestiture. These must include the actual contractual arrangements and supporting

schedules.

2. An especially egregious omission is the complete absence of any reference to

peering arrangements between a merged MCI WorldCom and Cable & Wireless, Inc.

("C&W"). MCI chooses to make only the meaningless statement that it will extend its

peering agreement with C&W. Ex Parte at 7. However, MCI claims it is divesting its

Internet business, so what a peering agreement with MCI is worth is hard to understand.

The real issue is whether C&W will have a peering agreement with a merged MCI

WorldCom. The tenns of that peering arrangement, or its absence, are essential to

analyzing the likely competitive effects of this partial divestiture. Given the high degree

of attention paid to the role of peering arrangements in this proceeding, MCI

WorldCom's deliberately hiding the ball here is totally unacceptable.

3. The divestiture in no way "wholly eliminates any competitive overlap between

MCl's and WorldCom's backbone business." Ex Parte at 9. This statement is doubly

2



misleading. First, as many commenters have pointed out, control ofInternet traffic is one

key to this proceeding. MCI proposes to retain control of all its non-ISP customers,

which may well constitute a majority of its Internet traffic. (These customers will be

insulated from competition from C&W. Ex Parte at 8. However, MCI WorldCom could

begin competing immediately for some of the transferred ISPs, while waiting two years

for the rest. Ex Parte at 7). Thus, MCI will bring to WorldCom, and will combine with

its traffic immediately, the traffic of every MCI commercial and consumer customer and

traffic from MCI web hosted sites. This traffic will put a combined MCI WorldCom well

ahead of every other backbone provider and requires close scrutiny to determine how

much market power it is likely to create. Second, simply eliminating the competitive

overlap is not the goal. The goal here is to restore the competitive balance that existed

before the proposed acquisition ofMCI. If the competitive overlap is eliminated, but

MCI WorldCom's Internet dominance is ensured through a divestiture inadequate to

restore the pre-merger competitive balance, then the public interest will suffer.

4. In addition to bringing all of MCl's commercial and consumer customers to

WorldCom, MCI also proposes to bring all but 50 of its Internet employees. The fifty

employees available to C&W are probably insufficient to even operate the network on a

day-to-day basis. Internet experienced employees are primary assets to Internet

businesses, and can be very difficult to find. This aspect of the proposed divestiture is

inadequate. It leaves C&W without a primary business resource, and symbolizes the

inadequacy ofMel's entire selective divestiture approach.

5. MCI also proposes to retain all the "software and operations support systems"

related to its Internet business. Ex Parte at 6. None ofthese key business assets would be
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divested to C&W. Instead, C&W will obtain some "right to use" certain "dedicated"

software and operations support systems for an undefined term. Ex Parte at 6. Details of

these arrangements must be available for analysis.

6. Many of the physical assets that are being transferred to C&W will be in MCI

facilities and connected to MCl's transmission facilities. Apparently, C&W will get

rights "to maintain" that equipment. Ex Parte at 6. These rights are never defined.

MCl's choice of the word "maintain," raises questions as to whether C&W would be able

to even upgrade or rearrange these facilities to increase the capacity or quality of its

offerings.

The current MCl proposal appears to be totally inadequate. MCl's choice of this

partial, piecemeal approach to divestiture complicates the analysis of the divestiture

immensely. Having chosen to complicate this issue, MCl cannot hide behind vague

assurances that the divestiture is sufficient. The Commission's recently entered Protective

Order provides the right vehicle for making the necessary information available so the

public can offer informed comment. Order Adopting Protective Order, CC Dkt. No. 97

211, reI. June 5, 1998. At a minimum, the Commission should require MCl to provide to

all parties, subject to the Protective Order, MCl's entire agreement with C&W, along

with current or proposed peering arrangements
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between MCI, WorldCom and the proposed MCI WorldCom combined entity and C&W.

The Commission should take this step now, so parties can begin the necessary analysis.

Respectfully submitted,

BELLSOUTH CORPORAnON

By:

Its Attorneys

Suite 1800
1855 Peachtree Street, N.E.
Atlanta, Georgia 30309-3910
(404) 249-2207
(404) 249-5901 (facsimile)

Dated: June II, 1998
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CERTIFICATE OF SERVICE

I hereby certify that I have this 7th day of May, 1998 served the following parties

to this action with a copy of the foregoing BELLSOUTH CORPORATION'S

COMMENTS ON MCI'S PROPOSED PARTIAL INTERNET DIVESTITURE by

placing a true and correct copy of the same in the United States Mail, postage prepaid,

addressed to the parties at the addresses listed below:

Magalie Roman Salas (12 copies)
Secretary
Federal Communications Commission
1919 M Street, NW, Room 222
Washington, DC 20554

International Transcription Services, Inc.
1231 20th Street, NW
Washington, DC 20036

Anthony C. Epstein
John B. Morris
Ian H. Gershengorn
Attorneys for MCI Communications
Corporation
Jenner & Block
601 Thirteenth Street, NW
Washington, DC 20005

Catherine R. Sloan
Robert S. Koppel
WorldCom, Inc.
1120 Connecticut Avenue, NW
Washington, DC 20036

Michelle Carey
Common Carrier Bureau
Federal Communications Commission
1919 M Street, NW, Room 544
Washington, DC 20554
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Janice Myles (with diskette)
Common Carrier Bureau
Federal Communications Commission
1919 M Street, NW, Room 544
Washington, DC 20554

Michael H. Salsbury
Mary L. Brown
Larry A. Blosser
MCI Communications Corporation
1801 Pennsylvania Avenue, NW
Washington, DC 20006-3606

Andrew D. Lipman
Jean L. Kiddoo
Helen E. Disenhaus
Attorneys for WorldCom, Inc.
Swidler & Berlin, Chartered
3000 K Street, NW, Suite 300
Washington, DC 20007

R. Michael Senkowski
Jeffrey S. Linder
David B. Silverman
Attorneys for GTE Service Corporation
Wiley, Rein & Fielding
1776 K Street, NW
Washington, DC 20006



Ramsey L. Woodworth
Robert M. Gurss
Rudolph J. Geist
Attorneys for United States Internet

Providers Association and
Simply Internet, Inc.
Wilkes, Artis, Hedrick & Lane,

Chartered
1666 K Street, NW, Suite 1100
Washington, DC 20006

John Thome
Sarah Deutsch
Robert H. Griffen
Attorneys for Bell Atlantic
1320 North Courthouse Road, 8th Floor
Arlington, VA 22201

John 1. Sweeney
President
American Federation of Labor and

Congress of Industrial Organizations
815 16th Street, NW
Washington, DC 20006

David Honig
Special Counsel
Rainbow/PUSH Coalition, et al.
3636 16th Street, NW, B-366
Washington, DC 20010

Andrew Jay Schwartzman
Gigi B. Sohn
Joseph S. Paykel
Media Access Project
Suite 400
1707 L Street, NW
Washington, DC 20036

Alan Y. Naftalin
Gregory C. Staple
R. Edward Price
Attorneys for Telstra
Koteen & Naftalin, L.L.P.
1150 Connecticut Avenue, NW
Washington, DC 20036
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George Kohl
Senior Executive Director
Debbie Goldman
Research and Development
Communications Workers of America
501 Third Street, NW
Washington, DC 20001-2797

Janice Mathis
General Counsel
RainbowlPUSH Coalition
Thurmond, Mathis & Patrick
1127 W. Hancock Avenue
Athens, GA 30603

Matthew R. Lee, Esq.
Executive Director
Inner City Press/Community on

the Move & Inner City Public
Interest Law Project

1919 Washington Avenue
Bronx, NY 10457

Thomas A. Hart, Jr.
Amy E. Weissman
M. Tamber Christian
Attorneys for TMB Communications,

Inc.
Ginsburg, Feldman and Bress Chartered
1250 Connecticut Avenue, NW
Washington, DC 20036

William P. Barr, Executive Vice
President and General Counsel

Ward W. Wueste, Vice President-
Deputy General Counsel

GTE Service Corporation
One Stamford Forum
Stamford, CT 06904

Sue Ashdown
Coalition of Utah Independent

Internet Service Providers
Xmission
51 East 400 S., Suite 200
Salt Lake City, UT 84111



George Kohl
Debbie Goldman
Communications Workers of America
501 Third Street, NW
Washington, DC 20001

Barbara O'Connor, Chair
Donald Vial, Policy Committee Chair
Maureen Lewis, General Counsel
The Alliance for Public Technology
901 Fifteenth Street, NW, Suite 230
Washington, DC 20005

James Love
Director
Consumer Project on Technology
P.O. Box 19367
Washington, DC 20036

Deborah A. Howard, MPH
Chair of the Board and Executive

Director
Internet Service Providers Consortium
c/o Lockridge Grindal Nauen &

Holstein P.L.L.P.
100 Washington Ave., South
Suite 2200
Minneapolis, MN 55401

Robert Gnaizda
Itzel D. Berrio
The Greenlining Institute
785 Market Street, 3rd Floor
San Francisco, CA 94103

Susan E. Brown
Latino Issues Forum
785 Market Street, 3rd Floor
San Francisco, CA 94103

David Koch, President & CEO
Laurel 1. Sturm, General Counsel
Fiber Network Solutions, Inc.
6800 Lauffer Road
Columbus, OH 43231
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Leon M. Kestenbaum
Jay C. Keithley
Michael B. Fingerhut
Attorneys for Sprint Corporation
1850 M Street, NW, 11th Floor
Washington, DC 20036

Charles H. Helein
General Counsel
Independent Payphone Service

Providers for Consumer Choice
8180 Greensboro Drive, Suite 700
McLean, VA 22102

Gene Crick, President
Texas Internet Service Providers
Association
612 Brazos Street, #202
Austin, TX 78701

Tracie Monk, Director
Cooperative Association Internet Data

Analysis
University of California, San Diego
San Diego Supercomputer Center
9500 Gilman Drive
La Jolla, CA 92093-0505

Bernard L. Brommer, President
Minnesota AFL-CIO
175 Aurora Avenue
St. Paul, MN 55103



David Holub
Vice President of Business Development
Vixie Enterprises
100 Apartment B Edgewood Avenue
San Francisco~ CA 94117

Dated: June 11, 1998
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